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Pew Safe Small-Dollar Loans 
Research Project 
www.pewtrusts.org/small-loans 

 

 

• Payday Lending in America:  Who Borrows, Where They 
Borrow, and Why (July 2012) 

– National survey of payday borrowers (storefront and online), 
plus nationwide focus groups. 

 

 

 



How Payday and Deposit Advance Loans Work 

• Borrower has an income source and checking account 

– Post-dated check or electronic authorization to debit account 

• Entire loan due on next payday (e.g. two weeks later) 

– If cannot repay entire loan, pays fee to renew or borrows again 

• Average loan size $375 

– Fees range per state law:  $10 per $100 (261% APR) to $20 per $100 in 
storefronts (521% APR); or average of $25 per $100 online (652% APR) 

– Some variation for bank Deposit Advance Products (DAPs) 
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Some Key Questions 

• Who uses payday loans / DAP / small-dollar credit? 

• Why? 

• What is the experience like? 

• What are the outcomes? 
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Who 
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“[N]early all of our payday loan applicants had a credit record at 
the time they applied for their first payday loan.” (Bhutta et. al.) 

Payday borrower 
demographics (Pew) 

SDC Demographics (CFSI) 



Why – The Underlying Need 
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Payday borrowers (Bhutta et. al): 

• Persistently weak credit profiles, permanent cash-flow shortfalls 

• Not simply responding to short-term shocks Pew: 

CFSI: 



Why – The Choice to Borrow 

www.pewtrusts.org/small-loans   7 

Bhutta et. al:  Desperation?! 

CFSI: 



Why – The Choice to Borrow:  Possible Frameworks 
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• Desperation   

– About 1/3 of borrowers would accept a loan on any terms 

• Reliance:  Trust in or affinity toward the lender 

– Packaging suggests the loan will be short-term or temporary  

– Comfortable customer service relationships 

• Perception 

– Payday / DAP / SDC is “not another bill” 

– Focus on the fee, rather than the whole repayment 

– Confusion (e.g. 15% payday loan fee vs. 15% APR) 

• Convenience:  “It’s too easy” 



Why – The Choice to Borrow 
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What is the Experience Like? 
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Not Short-Term 

• CFSI data shows heavy repeat usage 

– But self-reported data on timely repayment difficult to interpret 

• Administrative data overwhelmingly shows that  
people use payday loans heavily : 

– Average borrower in debt five months during year. 

– 80% of borrowers use 3+ loans per year (97% of all loans). 

– 63% of all loans go to people using 12+ per year. 

– More borrowers use 17+ loans per year than just one. 

– Each year:  13% of loans are borrower’s first that year;  
76% are renewals or re-borrows w/in one pay period.   
11% are new loans more than one pay period later.  (CRL) 

 

 



What is the Experience Like? 
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Customer service drives good feeling 
“They always…speak to you by first name and say, hello, how you doing when you first 
come in the store, and they’re good with remembering your name and your face.”  

Fast relief, but… 
“I do like payday loans… (but) they do take advantage because, you know, they do 
know that you need the money, and they know that they got you.”  

 

Convenient / Accessible 

– Top two factors:  How quickly, whether I can qualify (CFSI) 

– About 80% of first-time applicants approved (Bhutta et. al.) 



What is the Experience Like? 
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What Are the Outcomes? 
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The average experience is very different than packaging suggests 

Packaging: 

Short-term loan  

To cover small, often 
unexpected expenses.   

Designed to solve 
temporary cash-flow 
problems 

Not intended for  
long-term use 

Experience: 

 Average Payday Borrower:   
8 to 11 loans per year 
$520 in fees (on $375 extension of credit) 
Indebted five months during the year 



What Are the Outcomes? 
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Help or harm? 

 

This paper shows that on net, payday loan borrowers’ credit score outcomes 
are neither improved nor harmed by payday credit.  Is that a good result or a 
bad result?  How compares to other SDL (installment, subprime credit card)? 

Data shows that for a small number of people – perhaps 1 in 5 borrowers – 
there appears to be some time shifting / consumption smoothing occurring.  
What about the 4 in 5 who use 3+ loans annually, or those who use 12+ loans 
annually and make up 63 percent of loan volume?  



What Are the Outcomes? 
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Not helping.  Harm? 

 



 Some Observations 
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• Bhutta et. al.  

– Insightful comparison pool, broad outcome measure (credit score) 

– Payday loans not helping… nor the root cause of financial distress 

– Want to see more outcomes tested beyond mainstream credit profile 

– Analyze outcomes for heavy users versus casual users? 

• CFSI 

– Fascinating comparison of multiple products / types, especially on 
satisfaction and expectations 

– Good exploration of underlying reason for funds shortage  

– Self-reported data about usage can offer optimistic picture because it 
does not capture re-borrowing 
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 A Question 
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Bank Deposit Advance Products (DAP) 

• DAP loan model generally mimics payday:  lump-sum, due quickly 

• Overwhelming evidence that payday model results in heavy 
repeat usage (with low default rates) 

– Borrowers cannot afford to pay in full and meet other financial obligations. 

– But they can afford to pay the finance charge.   

• Rebuttable presumption that DAP suffers from the same (large) 
disparity between packaging and experience that payday does? 

– There is no evidence that DAP borrowers would be better able to afford 
the lump-sum repayment, while there is evidence  that they experience 
heavy repeat usage.   


